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UTILITY ADVISORY BOARD
Thursday, August 16, 2012
3:00 am.

City of Grand Rapids - Water Administration Building
' 1900 Oak Industrial Drive, NE

AGENDA

Approval of Minutes — June 21, 2012 (attached)
Public Comment on Agenda [tems

FY13 Budget Detail Follow Up, postponed from the last meeting
(Detail was emailed June 12, 2012)

Quarterly Financial Reports

a. Water/Sewer Quarterly Financial Reports (Fiscal Q4) - PRELIMINARY
b. Statistical Data Report — billed flow, MG treated, etc. (Fiscal Q4)

¢. ACSET/Individual Circuit Breaker Report (Calendar 2012 Q2) (attached)
GIS Service Review (attached)

Water Conservation and Water Conservation Rates (attached)

Transformation Update
¢ Environmental Services — installation of LED’s

Contract Awards (attached)

a. June, 2012
b. July, 2012
Updates:

a. Customer Information System
b. Incentives to Increase Billed Flow
c. CE Rate Case (attached)

[tems from Members

. Next Meeting — Thursday, September 20, Where?

Adjournment
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Utility Advisory Board
June 21,2012

1. Call to Order

The meeting was called to order at 8:00 a.m. by Chair Eric DeLong at the Grand Rapids
Water Office, 1900 Oak Industrial Drive NE.

Attendance

Members Attending Others Attending
Mark De Clercq Eileen Pierce
Eric Del.ong John Allen
Brian Donovan Nancy Meyer
Steve Kepley (alternate) Scott Saindon
Sandra Korhorn (alternate)

Mike Lunn

Wayne Jernberg

Pam Ritsema

Ed Robinette

Chuck Schroeder
Joellen Thompson
Cathy VanderMeulen
Toby Van Ess

Members Absent
Scott Buhrer

Bill Cousins
George Haga
Josh Westgate
Ron Woods

Approval of Minutes

Motion 12-09: Ed Robinette, supported by Cathy VanderMeulen, moved approval of the
minutes of the Utility Advisory Board for May 17, 2012. Motion carried.

Public Comment
There was no public comment.

FY13 Budget Detail Follow Up

Eric DeLong referred to the budget materials that were sent to members via email. Steve
Kepley noted that Ron Woods has been out of town for a couple of weeks so having the
opportunity to ask questions on this information at a future meeting would be -
appreciated.
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6. Transformation Update

Enterprise Services Transformation

Pam indicated that her role has been to push Enterprise Systems to move forward in their
transformation. Three top objectives: 1) reduce operating and maintenance costs by 10%
compared to FY10 actual; 2) continuously improve operation and customer service; and
3) prove it. She explained how they are using Lean and the Lean A3 method of problem
solving to help them in their transformation. They have started Operations Management
training for staff. She noted that about 12% of our payments are currently being done
online.

Pam noted that there are 5 or 6 stockrooms throughout the Enterprise group that need to
be standardized and looked at to reduce purchases.

Water System
Joellen Thompson indicated that the Water System met the goal of reducing the F'Y13

budget request by at least 5%. This is in addition to the 10% operational goal. They are
looking carefully at staffing now and reviewing positions as they become vacant. They
are also reviewing their overtime. They have started a second shift that looks like it may
save them 50% in overtime costs.

Ms. Thompson reported that the Water System is fast approaching the point for final
acceptance of the CIS. Once we have final acceptance, we will be moving ahead with
linking our data to GIS, etc.

They have been tracking the costs and she showed the cumulative savings from moving
off the mainframe to the Cayenta System.

About 32 staff from the Water System have been trained in the use of the Lean A3.
Savings projected on all those A3’s currently add up to about $300,000.

She noted that some other operational changes have been made since the switch to
Cayenta that have resulted in significant savings. Standard operating procedures have
been developed. They are posted online and available for staff. Staff have instituted
Training on “What’s Up Wednesdays?”

Work Orders are now being used in Field Operations, Lake Plant and Coldbrook using
Maximo and CityWorks. This is yielding good results in being able to know what is
being done.

SCATA Project will be their next large project. As they replace the Coldbrook System,
they will also look at integrating with the Lake Plant so everyone is on just one system.

Environmental Services
Mike Lunn reported that Environmental Services met all of their budget goals for the
FY13 budget request. Over the last ten years they have made the plant more energy
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efficient and have basically doubled the plant’s capacity. He referred to the grease
trappers that were provided at each member’s seat and explained that they use them for
education in schools and neighborhoods. They have done a lot of work on sustainability.
They received an outstanding achievement award for their heat recovery program in the
North Aeration area. They will get a rebate on the grit blowers project. They are doing a
lighting replacement project and will receive a rebate for that. Staff are also using A3°s
to work on issues in their work. They are going paperless and are scanning their
documents so they will all be available to staff out in the field.

Eric Del.ong noted that we are providing a Transformation Update at every City
Commission meeting. He wonders if members are interested in having this done here
each month. It was determined that this will be added to future agendas.

Utility Bill Printing

Joellen Thompson referred members to the information in the packet regarding Utility
Bill Printing outsourcing. She indicated that they have signed a contract with Utilitec and
expect to save approximately $75,000 in just printing costs that will be shared between
Water and Sewer. There will be additional savings in postage costs, etc.

Pam Ritsema will provide Nancy Meyer a copy of the Powerpoint that can be provided to
members as members were interested in having copies of some of the charts.

Work Program for 2012 Water/Sewer Rate Studv

Scott Saindon reported that we are kicking off the 2012 Rate Study. This is just the list
of tasks for the rate study as members have received in the past. There were no questions
on the information.

Photovoltaic Project at Qak Industrial Drive Facility

Joellen Thompson reported that the solar panels went into operation in May. She showed
members the website they are currently working on to provide information on the
electricity produced. The System scems to be working well. There is a monitor installed
in the lobby that will show the kiosk view that shows all of this information.

A kick-off event will be held on July 10 at 3:00 pm. Invitations will be sent to members.

Eric DeLong asked how the system is performing to projections. Joellen Thompson
indicated that we are ahead of our monthly projections this month so far. Mark De
Clercq asked if the website can show what the offsite energy usage is on a daily basis.
Joellen Thompson said it currently doesn’t, but they are working on trying to get this data
so we can place it on our website.

Steve Kepley asked if we are able to use all the energy or if we have excess energy.
Joellen Thompson indicated that we get credit on our bill for excess energy, as a feed-in
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10.

11.

taritf wasn’t advantageous at this time. They credit us the number of KW hours that we
are able to send to them.

Contract Awards for May

Mark DeClercq referred members to the information provided in the meeting materials
and reviewed the projects briefly. He noted that costs are still very competitive. They
are creeping upward slightly in some of the building trades, but road projects have still
recetved very favorable bids.

Updates

Customer Information System
Information on the Customer Information System was provided under the Transformation
Update.

REGIS/GIS

Pam Ritsema reported that discussions continue on this. REGIS was asked to review our
RFP and see if they would be willing to provide GIS to the City in a different model than
they currently use. In the next meeting they indicated that they weren’t interested in
doing this. The City can’t afford to do membership in the manner they require. She
suggests that an A3 be done on how to do this.

Eric DeLong reported that we have GIS costs no matter how we do this so these costs
will show up in the rate study. Switching would be more costly because of the base cost
to join the system.

Incentives to Increase Billed Flow
Eric DeLong reported that he is still in conversations with The Right Place on this and
will have more to report later.

Items from Members

Cathy VanderMeulen indicated that Walker is getting calls from residents concerning
their efforts to conserve water and still seeing increases in their bills. Are we still
considering incentives for conservation efforts? Eric Del.ong indicated we have looked
at this and decided not to do it. If you use less water, you should pay less which should
be their incentive. The fewer units we sell, however, the higher the fixed cost for each
unit. We are trying to reduce operating costs to make up for this. Nancy Meyer was
asked to find the minutes where we talked about the Conservation rate for FEric DeLong
to review. Joellen Thompson noted that there is information on the website that can help
members look at how they can conserve water.

Steve Kepley noted that he appreciated the Transformation presentation. He noted how
stressful change can be and he encourages them to continue down the road they are going
but to be sure to celebrate also when you get to your goals.
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Wayne Jernberg noted that they filled the Hydraulic Engineer position which has now
been combined into one position for Water and Sewer. Arden Posterma was introduced.

Mike Lunn said that the pipe going into the tank will cost about $30,000 to repair. The
tank needs to be coated for about $20,000. Crack sealing needs to be done and then other
miscellaneous costs. So all in all he thinks we are at about $70,000 to $80,000. The tank
is still tilted slightly, and they are waiting to be sure that it isn’t going to shift anymore
before they move forward with repairs.

Next Meeting

Eric DeLong will be on vacation. After discussion it was decided that the July meeting
of the Utility Advisory Board would be cancelled.



Area Community Service Employment Training Council (ACSET)
Water/Sewer Assistance - ICBAP

Second Quarter - April 1 through June 30

City of Grand Rapids
Grant Amount Authorized
First Draw
Second Draw
Unused Balance

ACSET
First Draw

Used 1/1-3/31

Admin, Fee 1/1-3/31 (10% of first draw)
Available Balance

Second Draw
Available Balance

Used 4/1-6/30
Admin. Fee 4/1-6/30 (10% of second draw)
Available Balance

Total Water Client Assistance
Total Admin. Fee Paid
Total Grant Used

*REVISED FROM ORIGINAL Q1 AMOUNT REPCRTED

Demographic Summary for 2nd Quarter
Total Households Served
Total Persons Served
Average Household Size
No. of Single Head of Family
Average Request Amount
Failed Screening Process
Denied After Completed Process

Households by Jurisdiction for 2nd Quarter
Grand Rapids

Cascade Township

Grand Rapids Township

Kentwocd

Tallmadge Township

Walker

2012
$ 167,859.00
(80,000.00)

(87,855.00)
s -

$ 80,000.00
(52,863.98)
(8,000.00)

% {20,863.98)

5 87,859.00

$ 66,995.02

$ (58,046.73)
(8,785.90)

S 162.39

$150,910.71
16,785.90

$ 167,696.61

110

361

33

52
$527.70

139

0

106

w oo ok

2011
$ 158,006.00
{80,000,00)

(78,006.00)
s -

$ 80,000.00
(15,699.84)

{8,000.00)

$ 56,300.16

$ 78,006.00

$ 134,306.16

$ (72,971.46)
(7,800.60)

S 53,534.10

$ 88,671.30
15,800.60

$104,471.90

235

753

3.2

98
$310.52

42

0

219

=

14

e
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CITY OF GRAND RAPIDS

DATE: August 6, 2012
TO: Utility Advisory Board
FROM: Pam Ritsema

Managing Director Enterprise Services

SUBJECT: GIS Service Review

On behalf of members of the UAB, you requested the City of Grand Rapids to evaluate
how the City provides GIS services to the Water and Environmental Services
Department and how the charges for GIS services are allocated in the rate study. You
also asked us to address delays in obtaining good data from the City for installed water
and sewer mains. UAB Chairperson Eric Del.ong requested that | engage in this review
on behalf of the UAB and its Enterprise Services operations.

The task team, under the leadership of City Manager Greg Sundstrom, met with REGIS
twice to evaluate their membership model and the costs and services provided if Grand
Rapids were to rejoin REGIS and to afford REGIS the opportunity to review the request
for proposals for City of Grand Rapids on-site GIS services, should REGIS wish to
submit a bid for requested services.,

To date REGIS has offered reinstatement using a formula that considers parcel and
population count variables with 65% and 35% weights respectively. They are offering
an incremental phase in period over four years to a reinstated REGIS membership.

First year Second Third Year Fourth Year
(partial Year (full dues)
dues)

$160,454 $196,396 $229,128 $261,861

Included in Year One rates are 511 data update and editing hours, 32 training days, 66
special project hours and 26 custom mapping hours.

REGIS is not interested in submitting a response to the City’'s RFP for on-site GIS
services as it does not currently offer dedicated on-site staff. REGIS also has not
offered an alternative membership or service model, nor do they appear willing to do so.



The Water and Environmental Services Departments have an allocated charge from the
IT Department for GIS services. In addition, the Departments directly engage on-site
GIS services through a competitive bid process. If REGIS membership were renewed,
the City would still need to continue to maintain its GIS infrastructure and staffing
because GIS is an integral part of core functions of most of our business applications
across many departments. Water and ESD’s allocated share from IT would decline
slightly, but less than the allocated cost of joining REGIS. It costs the City less to
provide GIS services using the City’s data-base administrator and hardware, software,
network infrastructure and on-site GIS staff than it would to pay REGIS dues based on
population and parcels as illustrated in the table below.

FY 13 Estimate Rejoin REGIS
IT Allocated Support $88,874 $35,000
GIS only
Onsite GIS Staff* $132,540 $111,284
REGIS Dues Year 4 $0 $261,861
Total $221,414 $408,145

*GIS support calculated at $35.25 / hr., FY 13 estimate 3760 hours, with REGIS, 3157 hours

However, to further the discussion regarding REGIS, representatives from REGIS, Kent
County, and Grand Rapids have met twice to discuss Kent County and Grand Rapids
reengaging with REGIS. The meetings have been very positive, with strong desire to
create a model that is fair to all members that includes Kent County and Grand Rapids. |
feel confident that the good will on everyone’s part will lead to the County and City
rejoining REGIS.

Even though actual expenses for GIS services will be less than the budgeted amount,
there is no immediate adjustment to the water and sewer rates. Costs or budgeted
costs that have been included in determining the revenue requirements for a particular
year cannot be removed from the rate study. The contractual services costs of EMA or
another GIS contractor have always been a part of the IT data charges and revenue
requirements. Prior to FY 11 they were included in IT data charges. On-site GIS
services are necessary to maintain the GIS fabric of the Water and Sewer systems. This
fabric benefits all partners in the system and is used to support the REGIS system as
well.

Paul Klimas, the City's IT Director will be present at the August 16 UAB meeting to -
answer questions you may have about GIS functionality.

Attached is a memo from Linda Wagenmaker regarding the amounts included in Task 5
for known costs. Very simply, an adjustment was made for the 2012 revenue
requirements to partially offset a credit from the IT Department received in FY 11, to



refund IT overcharges in FY 10. In the 2012 rate study for 2013 rates we expect that
on-site GIS actual costs and IT data charges will decline and will be reflected in lower
revenue requirements for this element of the rate study.

Regarding GIS data, we have reviewed our project list, we are current on our as-builts
and have updated the GIS data layer. Significant internal process improvements have
been made to ensure timely delivery of as-builts and the GIS data. if you believe you
have missing data, please contact me, and | will resolve the issue.

Our goal is to improve business operations while decreasing expenses by better use of
technology and evaluating the work we do for process improvements. The City has
determined that it will not receive sufficient value as a member of REGIS under the
proposed parcel and population cost allocation system, nor will REGIS provide the on-
site services required to maintain the GIS fabric and GIS functionality for business
operations. We will, however continue the transformation work that has been underway
for several fiscal years to deliver the best value we can for Grand Rapids water and
wastewater users and our customer communities.

cc. Greg Sundstrom
Eric Delong
Paul Klimas
John Weiss
Daryl Delabbio



NVENMERANDUM

CITY OF GRAND RARPIDS

DATE. August 6, 2012
TO: Pamela Ritsema

Managing Director of Enterprise Services
FROM: Linda Wagenmaker ‘fW)

Utility Financial Officet
SUBJECT: GIS contractual service costs in the 2011 Rate Study

The Rate Study methodology provides for known cost increases to be included in the
calcuiated Revenue Requirement for both the Water Supply System and the Sewage
Disposal System. Generally, the cost of uncompleted contracts that are encumbered in the
financial system at the end of a fiscal year are “carried forward” to the new fiscal year, and
these have been historically included in Task 5 of the Rate Study if they are considered to
be “known costs”. GIS contractual service costs were included in Task 5 of the 2011 Rate
Study in the amount of $165,614 for Water and $172,549 for Sewer because these
amounts were “carry-forwards” in the City's financial system, and because an adjustment
was made in FY 2011 that resulted in the under-reporting of IT and GIS related costs. The
adjustment was hecessary because the direct billed contractual services related to GIS
(included in expenditure sub-object 818 in the 2011 Rate Study) were also included in the
data charges from IT (expenditure sub-object 814 in the Rate Study) in FY 2010. | have
attached a detailed breakdown of the Data charges and GIS contractual service costs that
were included in the 2011 Rate Study. | have also included an estimate of the actual FY
2012 costs so you can see that the amount included in the Revenue Requirement was
reasonable. In fact, actual costs for Water and Sewer combined are estimated to be
$27,801 more than the Revenue Requirement.

For informational purposes, | have attached a detailed breakdown of the GIS contractual
service costs by community that were included in the 2011 Rate Study. This allocation
includes the prior period adjustment related to GIS direct billed costs included in the FY
2010 data charges. Please let me know if you require further infermaticn or comment from
me.

Lw
Attachments

Cc: Eric DeLong



DATA CHARGES & GIS CONTRACTUAL SERVICE COSTS INCLUDED IN 2011 RATE STUDY

4311 814
43121001 814
431501 814
431501 818
432001 814
432201 814
433101 814
434201 814
04302020 814

COMPARISON

4410 814
442301 814
442501 814
442535 818

COMPARISON

COMPARISON OF WATER/SEWER TOTAL

TOTALS PRIOR PERIOD  RATESTUDY  TOTAL2012 FY12
BEFORE ADJ ADJ (1) TASK 5 REV REQ ESTIMATE {2)
157,641.94 157,641.94 175,980
329,442.00 (46,198.54) 283,243.46 419,070
124,434.59 (49,858.46) 74,576.13 57,432

14,601.77 (3) 165,614.00  180,215.77 106,627

11,785.01 11,785.01 13,570

688.99 688.99 793

24,157.99 $24,157.99 27,817

66,319.01 66,319.01 76,363

28,939.01 28,939.01 29,404
758,010.31 (96,057.00} 165,61400  827,567.31 907,056

79,489
163,780.81 (66,244.13) 97,536.68 165,184
168,244.99 (23,931.55) 144,313.44 126,462

17,525.01 17,525.01 18,822

14,616,68 {3) 172,549.00  187,165.68 84,385
364,167.49 (90,175.68) 172,549.00  446,540.81 394,853

(51,688)
27,801

{1) FY10 DEDICATED SUPPORT CORRECTION

{2) BASED ON FY12 IT CHARGES & CURRENT ESTIMATE OF EMA CONTRACT

{3) 1ST INVOICE OF CONTRACT YEAR - CHANGED CODING TO CONTRACTUAL SERVICES

TAWater\Financial Analyst\YEAR END\2012\EMA&Computer Services analysls 2008-2012 8/6/2012 10:51 AM




GIS CONTRACTUAL SERVICES
ALLOCATION BY COMMUNITY IN 2011 RS

WATER ALLOCATION BASED ON DIRECT OPERATING EXPENSE: 431501-818 180,216
Prior period ad] {(96,057)
TOTAL T 84,159
WATER - TASK 22 WATER [NTEGRATED TOTAL WATER
INTEGRATED SYSTEM 44,821% 37,721 {37,721) -
GRAND RAPIDS 35.910% 30,221 53.688% 20,253 59.974% 50,474
WALKER 4.970% 4,183 9,640% 3,636 9,291% 7,819
KENTWOQD 5.875% 4,944 10.541% 3,976 10.599% 8,920
CASCADE TWP 4,306% 3,624 6.904% 2,604 7.400% 6,228
GRAND RAPIDS TWP 3.109% 2,617 4,916% 1,854 5.313% 4,471
TALLMADGE TWP 0.228% 192 0.422% 159 0.417% 351
E GRAND RAPIDS 0.317% 267 3.647% 1,376 1.952% 1,643
ADA TWP 0.464% 390 4.526% 1,707 2.492% 2,097
OTTAWA COUNTY 0.000% - 5.716% 2,156 2.562% 2,156
100.000% 84,159 100.000% - 100.000% 84,159
SEWER ALLOCATION BASED ON SEWER LINES; 442535-818 187,166
: Prior period adj {90,176)
TOTAL 96,990
SEWER - TASK 22 SEWER INTEGRATED TOTAL SEWER
INTEGRATED SYSTEM 0.000% - -
GRAND RAPIDS 56.961% 55,247 56.961% 55,247
WALKER 14.563% 14,125 14.563% 14,125
KENTWOOD 11.544% 11,197 11.544% 11,197
CASCADE TWP 6.708% 6,505 6,708% 6,506
GRAND RAPIDS TWP 7.537% 7,314 7.537% 7,310
TALLMADGE TWP 1.042% 1,011 1.042% 1,011
WRIGHT TWP 0.824% 799 0.824% 799
E GRAND RAPIDS 0.218% 211 0.218% 211
ADA TWP 0.416% 403 0.416% 403
GAINES TWP (0,187% 181 0.187% 181
100.000% 96,990 100.000% 96,990

T:\Water\Financial Analyst\YEAR END\2012\EMA&Computer Services analysis 2008-2012 8/6/2012 1:29 PM
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CITY OF GRAND RARPIDS

DATE: August 7, 2012

TO: Utility Advisory Bpard

FROM: Eric Delong ‘
Deputy City Manager & UAB Chair

SUBJECT: WATER CONSERVATION

At our last meeting, Cathy VanderMeulen indicated that Walker has received some calis from
residents concerned that their efforts to conserve water aren’t being rewarded with lower utility
bills. | indicated that the UAB had considered the advisability of a Water Conservation rate as
part of the past rate review processes, and we decided not to proceed with this approach. |
also asked that Nancy Meyer pull out minutes from meetings where water conservation and
water conservation rates have been discussed in the past so we could all refresh our memory
on these discussions.

Attached is a compilation of excerpts from various meetings where this has been discussed
over the past two years by both the Rate Review Sub-Committee and the UAB (including
Special Counsel Dick Wendt and Rate Consultant Bart Foster). We have also included a copy
of A Primer on Conservation-Oriented Waster Pricing that was provided to the Sub-Committee.

We'll review these at our meeting on August 16.

ERD/nlm
Attachments:
1) Rate Review Sub-Committee — Notes of 1/13/10
2) Rate Review Sub-Committee — Notes of 1/21/10
3) Rate Review Sub-Committee — Notes of 5/2610
4) UAB — Minutes of 11/17/11
5) UAB — Minutes of 12/13/11
6) UAB — Minutes of 1/19/12
7) Worth Every Penny: A Primer on Conservation-Oriented Water Pricing



UAB Rate Review SubCommittee
Notes from January 13, 2010 Meeting

Attendees: Eric Delong, Linda Wagenmaker, Pam Ritsema, Cathy VanderMeulen,
Dick Wendt, Joellen Thompson

Invited but unable to attend: George Haga and Randy Fisher

It was noted that Scott Buhrer should be add to the distribution list and invited to future

meetings.

The group listed items that should be discussed and reviewed by the subcommittee.

1) What can we do to smooth rate impacts?

Billed flow is a factor

Claims are a factor (and heavy rains)

Should we be taking a stricter interpretation of PA 2227 Grand Rapids
City Commission is interested in discussing this.

Should we budget an amount for claims or find another way to deal with
them—possibly insurance sales?

2) Conservation rates

How do we incentivize conservation?

Most of the cost to residents is included in the Readiness-to-Serve charge
which conservation efforts won't impact. If we decrease the Readiness-to-
Serve charge, we would need to increase the commodity charge to
everyone. ‘

We do promote various low-flow devices.

3) Should look at what the right amount of cash to keep in reserve it

*»

Do we want to spend some of our cash balance rather than borrowing
more?

We currently have a cash balance of about $13 million in sewer and $20
million in water.

4) Operating Costs

Can we meet all of our service standards at a lower cost? Provide the
service more effectively?

Metrics should be tracked.

Removal of use of chlorine gas at Lake Michigan Filtration Plant will be a
large cost savings.

Wind Turbines and solar are also potential areas where there could be
energy savings.
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Webinar on Conservation Rates

Joellen Thompson and Linda Wagenmaker both watched the webinar. They will get
copies of the Powerpoint to provide to the group, and the webinar will also be available
for viewing by others in a couple weeks.

Dick Wendt noted that the user charge system doesn't allow us to add additional costs
or penalize them for using more water—we can't subsidize those that use less. Peak
usage might be one way to charge more, but it may be very difficult to track and we
would need to work out a rate methodology for it.

There was a map displayed during the Master Plan presentation at the UAB meeting
that showed some areas outside the total Urban Ulility Boundary that are pegged for
growth. We should get copies of this off Sharepointe to review.

Agenda for Next Meeting

1. Grand Rapids Township Service Area with Wayne Jernberg and Chuck
Schroeder if possible.

2. Review of current Rate Smoothing Methodology — 3™ Amendment

3. Linda Wagenmaker will provide a 10-year history of billed flow data for both
water and sewer so we can see spikes and discuss smoothing

4. Linda Wagenmaker will have information on upstream and downsiream
zonegating

5. Eric DeLong will provide claims data and the financial section of the Master Plan
discussion.

/nim



UAB Rate Review SubCommittee
Notes from May 26, 2010 Meeting

Attendees: Eric DelLong, Dick Wendt, Linda Wagenmaker, Cathy VanderMeulen,
Joellen Thompson, Pam Ritsema, Nancy Meyer and Bart Foster (via phone)

Eric noted that there are two items that need fo be discussed today: Bart Foster's
written comments which have been provided to the group and a report on discussions
that have been held regarding the use of retained earnings.

Bart indicated that there are four approaches that he found “unique” when compared to
practices employed by others:

1) Allocation of cost to customers - Most municipal utilities employ cost of

3)

4)

service principles in determining rates. Grand Rapids uses volume of flow
while others use something based on volume plus additional things such as
rate of flow (peaking), timing of flow, relative distance or elevation of delivery,
etc. Grand Rapids is unique in that it uses land area as a means to allocate
cost and only uses volume of flow without any additional factors.

Revenue Requirement Determination - Grand Rapids’ rate model reverses
the process used by most municipal utilities when setting rates. Most start
with the establishment of the cash basis revenue requirements for the test
year and then convert the revenue requirements to their utility basis
counterparts. Grand Rapids’ method isn’t necessarily the best approach for
aligning with utility financial pians.

Recognition of Ownership Status - Most municipal utilities differentiate capital
cost recovery between the owner (City) customers and non-owner (outside
City) customers. '

Degree of Specificity - Other systems don’t employ such a precise approach
toward allocating the costs of the distribution and collection systems as Grand
Rapids’ zonegating concept.

Bart also commented on some of the tools that the group has been reviewing:

1)

Rate Smoothing — Bart thinks that using a three-year average with respect to
customer volumes in the rate model is a wise approach. There may be some
other demographic changes that could be reflected as well. Dick noted that
rating agencies often raise the issue of whether we have taken changes to
our customer base into consideration. Bart indicated that Detroit customers
establish their own test year volumes, and they are now looking at doing an
annual “true-up” review to account for any overages and underages that all
get wrapped into the next year's rates. Other cities do this type of a "true-up.”
Eric asked if Bart thought we would need EPA’s approval for doing this for
sewer rates, and Bart did not think so. Cathy asked if three years is long
enough or if it should be longer. Bart indicated that five to seven years is a
good indicator, but the two to three most recent years are sometimes the
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THE FOSTER GROUP

P.O. BOX 26282 THE FOSTER GROUP, LLC

LEAWOOD, KS 66228 BART FOSTER, PRESIDENT

TeL: (213) 345-1410 CELL: (913) 5306240

FAX: (813) 3451640 BFOSTER@FOSTERGROUPLLC.COM
MEMORANDUM

Grand Rapids Utlity Rate Models May 24,2010

To: Dick Wendt
From: Bart Foster

You have asked for commentary on several aspects of the Water and Sewer Rate Models
employed by the City of Grand Rapids. This memorandum has been prepared to offer
observations on the unique features of the methodologies and to provide opinions regarding
potential modifications on a few key elements identified by the City. As background, I have
conducted a preliminary initial review of the rate methodologies, primarily as documented in
the 2009 Water/Sewer Rate Study, have participated in a meeting of the Rate Subcommittee
of the Utility Advisory Board on April 28, and have had additional conversations with you
and Mr. DelLong.

Unique Features

Based on my initial review, 1 have identified four categories of rate methodology elements
that could be considered “unique” when compared to approaches generally employed by
municipal utilities similar in structure to Grand Rapids. This determination is not intended to
recommend changes to, nor cast aspersions on, these unique features — I understand that they
were most likely established with appropriate rationale to address unique challenges faced by
the Grand Rapids utilities. Rather, [ offer this commentary as background to provide context
to the specific elements for which you have asked for an opinion.

" 1. Customer Allocation Factors - Most municipal utilities employ cost of service
principles in determining water and sewer rates. Under this premise costs are
allocated to customers based on their respective use of the facilities and services
provided by the utility, and rates are designed accordingly. In order to allocate costs
to customers and classes, mechanisms must be established to measure such use of the
system. At the very least, these “units of service” almost universally include the
volume of water delivered to (or wastewater collected from) the customer by the
utility. Customers are also often differentiated based on the rate of flow, the timing of
flow, the relative distance and or elevation for the delivery / collection functions, or
on other demands placed on the utility systems. The Grand Rapids rate models are

5 somewhat unigue in that they:
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a. Utilize Land Area as a means to allocate cost responsibility. I am not aware of

i many others that utilize this practice.
| b. Only utilize volume of flow, without any recognition of how rate of flow, type
\\ of flow, etc. through the use of peaking factors or other flow differentiating

techniques.

2. Revenue Requirement Determination - Most municipal utilities that employ the utility
basis of ratemaking start actually the ratemaking process with the establishment of the
cash basis revenue requirements for the test year, and then convert the (capital)
revenue requirements to their utility basis counterparts as a means to allocate them io
customers. In essence, the cash basis revenue requirements determine the necessary
utility basis rate of return on rate base. The Grand Rapids rate models reverse the
process. Utility basis revenue requirements are established by following precise
methods for determining the rate of return on rate base, and then the resulting cash
basis revenue requirements are evaluated to ensure that bond covenants will be met.
Also, most (non-regulated) municipal utilities start the ratemaking process by
projecting cash basis revenue requirements for the test year, based on budgeted costs
and anticipated sales, etc. (Grand Rapids starts with actual historical figures, and then
adjusts the test year for “known and/or estimable” changes. While the approach is
designed to ensure reliability of rate model data and often produces accurate
estimates, it is not necessarily the best approach for aligning with utility financial
plans.

3. Recognition of Ownership Status - Most municipal utilities, particularly those that
employ the ‘utility basis, differentiate capital cost recovery between owner (City)
customers and non-owner (outside City) customers. Non-owner customers are
charged a rate of retum on investment that must be “reasonable” in relation to the
capital structure of the utility. Owner customers are then charged a rate of return
necessary to recover the remaining total cash basis revenue requirements of the
system.

a. In most cases, responsible utility financial plans establish a “system” rate of
return that is lower than the “reasonable” rate of return that can be supported
for non-owner customers. Therefore the rate of refurn for non-owner
customers will exceed the rate of return for owner customers, and rates to an
owner customer will be lower than rates to a comparable non-owner customer.

b. Grand Rapids employs an approach in which all customers are charged a
uniform rate of return, irrespective of ownership status.

c. As a result, non-owner customers share equally in the benefits of lower rates
when effective capital financing plans are established. They also share
equally in the consequences of higher rates when such plans are negatively
impacted by management circumstances, etc.

4, Degree of Specificity — I am not personally aware of another system that employs
such a precise approach towards allocating the costs of the distribution and collection

PRELIMINARY
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L.

Minutes of the Utility Advisory Board
November 17, 2011

Call to Order
Vice Chair Brian Donovan called the meeting to order at 8:00 a.m. at the Grand Rapids
Water Administration Building, 1900 Qak Industrial Drive, NE.

Attendance

Members Attending Others Attending
JoAnn Becker Haris Alibasic
Bill Cousins John Allen
Brian Donovan Nancy Meyer
George Haga Steve Kepley
Wayne Jernberg Scott Saindon
Mike Lunn

Ed Robinetie

Chuck Schroeder

Joellen Thompson

Cathy VanderMeulen

Toby VanEss

Linda Wagenmaker

Ron Woods

Members Absent
Scott Buhrer
Eric Delong

Minutes of the Previous Meeting
The minutes were not available. They will be available for approval at the December
meeting.

Public Comment
There was no public comment.

Rate Study Review

Linda Wagenmaker indicated that the Preliminary Rate Study was delivered last week,
and everyone should have received one. She referred members to the information in the
meeting packet and distributed copies of additional information. She reviewed the
revenue requirements and major impacts on the rates. She noted that the Individual
Circuit Breaker is up $10,000 from last year to $168,000 total. She then referred to the
information on rates per community and the variations from last year.

Brian Donovan asked if the decrease in billed flow is due to the economy. Ms.
Wagenmaker indicated that it is difficult to tell. It may be a result of the economy and
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conservation efforts or it may be due to the fact that we had a dryer summer this year.
She also reminded members that we have now gone to three-year smoothing to try to
alleviate the fluctuations here. Wayne Jernberg noted that there is more vacant industrial
space now or buildings being used as storage warchouses. Ron Woods noted that there
was a recent article on the struggle municipalities are having with this issue. Some
communitics are looking at a readiness to serve charge or meter charges . Joellen
Thompson indicated that staff saw the article but they haven’t really talked specifically
about this. Linda Wagenmaker noted that customer communities could do this on their
own as well, and she could provide them with information on this.

Brian Donovan indicated that East Grand Rapids does have a Readiness to Serve Charge
and explained how it works. They just increased their charge by $10. Joellen Thompson
noted that it is a double-edged sword because the lower income residents are
disproportionately impacted by the charge. Steve Kepley noted that you could also look
at how many homes are going from ownership to rental or into foreclosures. When this
happens they don’t use the sprinklers as much, etc.

Linda Wagenmaker reported that a presentation was made to the Grand Rapids City
Commission on the Rate Study last Tuesday. She reviewed some of the major points
from that presentation. She noted that the Water and Sewer Systems are continuing to
make good progress on keeping operational costs in control. These efforts are beginning
to yield results.

Joellen Thompson added that they are installing a variable speed drive on one of our low
lift pumps that will save energy. We expect $140,000 - $170,000 from improvements at
three other pumping stations. A water loss audit is underway currently using grant
funding. Lost water was 12-13% last year which isn’t bad, but we have this loss and
want to see if there are ways to reduce that. Staff is also reviewing the vehicle fleet to see
if there are ways to reduce and save costs there.

Mike Lunn reported that the Wastewater Treatment Plant will be chemical free soon.
Quarterly surveys of customers were done last year and overall there was a 92% customer
satisfaction rating. There are only four outflow areas left to be addressed as part of the
CSO project.

Ron Woods noted that reductions in O& M costs typically are a short-term gain and can
cause long-term pain. He is concerned that we may cut back on operational costs too
much. He wants to see adequate operations and maintenance. Joellen Thompson noted
that the Competitive Assessment we will kick off shortly will help us with this. Tt may
point out some areas where we are lacking and need to beef up services and vice versa.

JoAnn Becker asked if this information will be included on the “Snyder” dashboard.
Brian Donovan noted that he doesn’t think this information is broken out on their
dashboard. City staff noted that it does get reported out in other ways such as the
Sustainability Plan.
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8.

10.

Bill Cousins said he got a notice that someone would be contacting them but he hasn’t
heard any more. He will send the email to Wayne to see what it was about.

Green Blocks

Haris Alibasic reported that staff have been developing ideas for use of the excess funds.
We are still working on developing all the final details on cost and return on investment.

Joellen Thompson distributed information on four possible water projects that could
make use of the $25,000 Water portion of the savings. They are working now to update
the information and determine current return on investment. She hopes to have more
detail and a specific plan by next month.

Mike Lunn noted that Consumers Energy and DTE will be coming out with rebates soon.
They would like to spend the funds in a way that we can take advantage of these rebates.
They will also put together the details on this and bring it back to a future UAB meeting
for review and approval.

Mr. Del.ong noted that staff will go ahead and renew the contracts for the Green Blocks
at the reduced rate and plans for the use of the approximately $50,000 in funding that we
will save will be presented at a future meeting.

Meeting Schedule for 2012

Motion 11-21: Bill Cousins, supported by Brian Donovan, moved to approve the 2012
Meeting Schedule for the Utility Advisory Board as presented. Motion carried.

Updates

Rate Study Approval

Eric DeLong noted that one member of the public spoke at the public hearing and noted
that the rates don’t take conservation into consideration. He then referred members to the
metrics that were included with the meeting packet and reviewed the information
provided. He noted that staff will continue to refine these metrics more as we go
forward. Rate resolutions should be approved next Tuesday by the Grand Rapids City
Commission.

Ron Woods said the graphical information is very helpful when presenting to his
Commission. They appreciate this type of information.

Bill Cousins asked about the costs shown for EMA for GIS. He asked why EMA instead
of Cityworks or REGIS. Wayne Jernberg noted that EMA was involved with both GIS
and the CIS project. They provide technical support for GIS.
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10.

11.

tell by looking at the new system that he hadn’t pulled the appropriate permit from Grand
Rapids.

Contract Awards for 2011
Copies of the Sewer annual report for 2011 were distributed. Tt was noted that the Water
report needs to be complete yet and will be provided next month.

Correspondence

Eric DeLong noted that we received a nice note of thanks from Joann Becker for the
recognition given at the last meeting. He noted that Josh Westgate, the new Supervisor
from Wright Township, may warit to come over some time to meet the Water billing
staff. Joellen Thompson will work with him to sef up a time.

Items from Members

Water Conservation / Increased Billed Flow

Eric DeLong noted we have an issue with billed flow. The more conservation we do, the
lower our billed flow and the higher our rates go. We want to be good stewards of our
resource, but it wouldn’t hurt us to sell more water. We don’t want to sell more water per
customer but we could have more customers. For instance, we could add more business
customers that use large amounts of water. This may cost some money. Possibly we
could talk to the Right Place to see what they think about this. A business could locate in
any of the partner communities to help the amount of billed flow.

Toby VanEss asked if the suggestion is to give industrial water users some sort of
incentives. Mr. DeLong indicated that we would need to discuss this more. We couldn’t
give them a savings on their water rates because the regulatory agencies wouldn’t
approve of this. We would have to use all of the regular types of economic development
incentives. The first step is finding the companies that use large amounts of water and
then working on incentives.

Steve Kepley suggested that you might change the rate structure to concentrate on the
bigger users. Mr. Del.ong noted that he’s not sure how this could work with our rate
structure but it’s something to consider.

Cathy VanderMeulen said she would like to hear from Right Place, Inc., if they feel it
would be beneficial so we can determine more what our risk may be. Ed Robinette noted
that since we already participate with Right Place, Inc., maybe there wouldn’t be
additional cost. Mr. DeLong noted that they would probably need to bring in other
experts on this type of thing to do this which would have a cost.

Bill Cousins asked if Right Place, Inc., isn’t already doing this. Mr. DeLong said he’s
not sure if they are, but if they are he hasn’t seen any real results. We do have some such
companies that have chosen to locate here, and he would like to increase that. We have
all the raw resources that these types of companies need.
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Steve Kepley suggested it may be good to look at companies that were doing one thing
and now have changed over to the food business. Others should look into other
companies that may have done this because this information may help Right Place, Inc.
Another good strategy is to fill vacant facilities.

UAB members agreed that Mr. DeLong should approach Right Place, Inc., and see what
they think. Mr. DeLong will follow up with Right Place, Inc., and report back at the next
meeting,

12. Next Meeting
The next Meeting will be held on Thursday, February 16, at the Grand Rapids

Wastewater Treatment Plant, 1300 Market Avenue SW.



How to use price as a tool to improve water service provider
financial performance and community water use efficiency
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CLARKHILL MEMORANDUM

TO: William Mathewson, General Coiinsel
Michigan Municipal League
Municipal Coalition

FROM: Roderick S. Coy

Leland R. Rosier
DATE: June 18, 2012

CLIENT 29441/146018
MATTER:

SUBJECT:  Consumeis Energy Company 2011 Rate Case - MPSC Case U-16794
Commission Order of June 7, 2012

On Junie 10, 2011, Consumers filed an application with the Commission seeking a rate
increase of $195 niillion. On December 6,2011; after the Municipal Coa]itioﬁ filed objections to
a plan to impoese a amaform surcharge on all rate classes, the Commission approved a sef of self-
implemented surcharges 1 recover $118 milltan on an annual basis. The surchatges, while on &
higher overall amount than we had favored, were instead apportioned using a rate: design favored
by the Municipal Co_alition,.meaning.that municipalities using rates GP and GPD paid about.one-
fifth. the surcharge that Consumers had proposed had the Municipal Coalition not intervened for
the period from December 7, 2011 through June 7, 2012,

On June 7, 2012, the Michigan Public Service Commission issued its rate order in this matter,
The Comunission found an overall revenue deficiency of $118,475,000, or just slightly above the
amount they had already allowed to be self-implemented. Some have questioned whether this

final rate ihcrease amount, so close to the amount that was allowed to be self-implemented, was

really based on evidence, as requited, or was really just sélf-fulfilling to show justification for .

the about they had previously allowed. Nonetheless, this means the interim surcharge will

79161231 29441/ 146018
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terminate and be replaced by new base rates, effective as seon as June 8, 2012 (the new rates are
authorized as of June 8, but the company could delay it by a few days).

The vrder has seme mixed rosults for municipalities. On the one hand, the rate increase
is considerably higher than the Commission’s own Staff’s recommendation of about $44 million
and the Adiinistrative Law Judge’s proposed decision of $48 million. However, some
favorable changes in the rate design (the allocation among rate classes) kept the average overall
increase to- 3.8% for rate GP (for pumping, the old PS-2 rate), 2.1% for rate GPD (where the-old
PS-3 pumping customers were grouped), and an average reduction in rate GUL (unmetered
lighting) of approximately 8.7%.

We had taken thie following positions inthe case:

1. The Commission should significantty reduce the claimed revenue deficiency from the
$195 Million requested by Consumers. We were partially successful in this goal s the order did
yeduce the amount considerably to $118 milﬁﬁn, although this amount seems urnjustifiably high.

2. The Commissiont should reject Consumers’ request to maintain a rate of retun on
common eygitity’ of 10.7% where the data shows a nead to decrease the rate of retum. The
Commission significantly reduced the rate of refurn on common equity to 10.3%, a savings to
ratepayers in all rate classes.

4, The Commission should return to the allocation methodology using the 4 coincident
peak method that had been in effect at the time the Legislature enacted 2008 PA 286, consistent with
the Municipal Coglition’s position in the past two rate cases and in the currently pending -appesl at
the Michigan Court of Appeals. In this area we were very successful as the Commission finally
ag;'eed to switch back to the 4 coincident peak methodology, resulting in shifting $8.2 million of

eosts away from the primary rate classifications which municipalities pay.
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5, Preserve the pumping credit and create a separate municipal class of rates, Here the
Comumission, without analysis, simply concluded that the pumiping credit had to be eliminated under
2008 PA 236 (we vehemently (isagree, and that is part of pending appeal we have pursued in an
carlier rate case), and aceepted a wholly unsupported argument by Consumers that putnping
customets (but not addressing overall municipal use customers) mipht see an increase under a
separate rate class.

On the whole, the intervention achieved considetable savings for municipalities, especially in
how the increase is allocated to customer olasses, even though the Commission continues to be
inexplicably over generous in th¢ overall amount of rate increases given to Consumers Energy.
Without the: participation of the Munieipal Coalition in the case we are confident the rate increases

would have beeh significantly greater.
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